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For some investors, it can be challenging to balance short-
term market negativity with positive long-term trends. 
In the near-term, rising interest rates and international 
concerns are once again rattling the stock market. Last 
Friday, the S&P 500 experienced its second-worst day since 
2020 by falling 2.8%. Both the S&P 500 and the Nasdaq are 
in correction territory (defined as a 10% or worse decline 
from all-time highs) and most other asset classes have 
struggled this year too.

However, economic data are still coming in strong despite 
fears around inflation and the Fed, and many of the issues 
driving markets have been well understood and anticipated 
by investors. History also shows that declines of this size 
are normal for markets, even when there are seemingly 
insurmountable problems. Still, this dilemma may have 
some investors wondering whether they should abandon 
diversification and their investment plans altogether. How 
can investors stay focused amid day-to-day market swings 
and challenging performance this year?

Most investors intuitively understand the value of 
diversifying across asset classes such as U.S. stocks, fixed 
income, international assets, small caps, and more. The 
purpose of diversification is neither to outperform on any given 
day, week, or month, nor is it to do better than the S&P 500 or 
Dow in the long run. Instead, diversification is about generating 
healthy returns while properly managing risk. By combining different types of assets in an appropriate way, it’s possible to 
construct portfolios that have attributes aligned with the investor’s long-term goals.

This is important because investors who stick to their financial plans, invest for the long run, and stay diversified are more likely to 
achieve their financial goals. Unfortunately, those parts of the market that outperform tend to receive the most attention, leading 
to a temptation to chase what’s already worked even if it’s just a flash in the pan. Conversely, asset classes that underperform over 
a short period are often shunned by investors, even when their fundamentals are sound and could play a critical role in a portfolio.

Today, there are a few key issues driving performance across asset classes. Perhaps the biggest challenge is that interest rates 
spiked again last week with the 10-year Treasury yield rising as high as 2.94% before retreating. This was its highest level since 2018 
and breaks the 40-year trend of falling rates.

On the one hand, sudden jumps in interest rates can have ripple effects across stock and bond markets. Not only do higher rates 
mean that future cash flows may be less valuable today, which hurts current asset prices, but they can also make interest-bearing 
assets more attractive. All told, this means there is often a shift from “riskier” stocks to “safer” bonds.

MOST ASSET CLASSES ARE NEGATIVE THIS YEAR

Key Takeaways:

1.	 Most	asset	classes	are	in	the	red	this	year	due	to	rising		
	 inflation,	the	Fed,	geopolitical	risk,	and	other	challenges.	
2.	 However,	diversified	portfolios	have	done	somewhat		
	 better	throughout	this	period	and	provide	a	better		
	 balance	of	return	and	risk	over	time.
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On the other hand, interest rates are still well within normal levels. In fact, prior to 2008, the 10-year Treasury yield was never as 
low as it is today. Even if the Fed accelerates its rate hike plans, which it is likely to do, the federal funds rate would still only be back 
to its trend from 2019.

Taking a broader perspective, it’s very normal for interest rates to rise during the growth phase of a business cycle. And while 
inflation is certainly much higher than in the past, there is no reason yet to believe that individuals, businesses, and financial 
markets can’t adapt to higher rates. 

 

Another issue has to do with international concerns. The war in Ukraine continues to evolve, putting pressure on international 
relations, Europe, and energy prices. Additionally, China’s ongoing lockdowns amid its zero-COVID strategy could further worsen 
supply chain disruptions and manufacturing output. In the worst case, this could exacerbate inflation in certain goods. Chinese 
equities and emerging markets have struggled as a result. 
 
At the same time, recent history in China and other parts of the world suggest that pandemic issues do resolve themselves over 
time. Other major problems in China, such as fears of a housing bubble bursting late last year, were also resolved by markets and 
government intervention. So, while there may be repercussions from strict shutdowns, these issues are not necessarily reasons for 
investors to change their long-term portfolio strategies.

Thus, while every market pullback is challenging and each new situation feels unique, the reality is that diversified portfolios tend 
to stabilize and recover regardless of the underlying causes. Resisting the urge to overreact to every new headline is the best way 
for investors to achieve their financial goals. 

IN THE LONG RUN, BEING DIVERSIFIED CREATES 
A SMOOTHER RIDE

STAYING CALM HELPS INVESTORS TO ACHIEVE 
THEIR GOALS

Key Takeaways: Key Takeaway:

1.	 Diversification	has	helped	investors	going	back	to	the		
	 global	financial	crisis.	When	the	stock	market	came		
	 roaring	back	after	the	pandemic	shutdowns,	diversified		
	 portfolios	benefited.
2.	 In	times	of	market	distress,	diversification	can	help	to		
	 protect	on	the	downside.	Ultimately,	it’s	better	for	investors		
	 to	hold	portfolios	that	allow	them	to	sleep	well	at	night.

1.	 This	chart	highlights	the	importance	of	not	overreacting		
	 to	negative	market	days,	including	recent	pullbacks.		
	 Staying	invested	even	when	the	market	is	down	2%	in	a		
	 single	day	has	historically	been	far	superior	to	trying	to	get		
	 out	and	then	back	in.
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